Onshore receipts set to fall and offshore receipts non-existent
In 2017-18, we are forecast to raise £53.2 billion from corporation tax. This represents 7.8% of total tax receipts and 2.6% of national income. This has fallen from the prerecession high of 3.2% of national income and is forecast to fall to 2.3% by 2021-22. Onshore receipts, while volatile over the economic cycle, displayed no strong downward trend in the 30 or so years up to the Great Recession despite the main corporation tax rate being cut from 52% in 1981 to 28% in 2008. This was due to an increase in the size and profitability of the corporate sector, and to some extent to a broadening of the tax base. Receipts are forecast to be lower in future as a result of recent rate cuts.
Forecasts for North Sea revenues have been regularly revised down in recent years with the fall in the oil price. In 2016-17, the North Sea tax regime is forecast to cost the exchequer money as a result of weak profitability combined with relief for decommissioning costs.
2 Offshore receipts are forecast to be negligible (i.e. near zero) until at least the end of the forecast horizon. Given the underlying decline in resources, North Sea revenues look unlikely to form a substantial part of the UK tax base in future.
Figure 1. Corporation tax receipts as a share of national income
Note: Dashed lines show forecasts. Shaded periods indicate recessions. Onshore receipts include revenues from the diverted profits tax and the windfall tax . Offshore receipts include revenues from the petroleum revenue tax and the supplementary petroleum duty . Total revenues include all of the above. Measures are based on cash receipts (not accruals), which are available on a consistent basis for a longer period. 5% 1980-81 1982-83 1984-85 1986-87 1988-89 1990-91 1992-93 1994-95 1996-97 1998-99 2000-01 2002-03 2004-05 2006-07 2008-09 2010-11 2012-13 2014-15 2016-17 2018-19 2020-21 Percentage of national income Total revenue from corporation tax
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Onshore receipts to return to 2010 levels despite rate cuts
Onshore corporation tax receipts are set to fall by 0.3% of national income between 2017-18 and 2021-22. At that point, they would, if the forecast proves correct, be at the same share of national income as in 2010-11. This may be surprising given that the main corporation tax rate has been cut from 28% in 2010 to 20% in 2015, 19% this year and, on current plans, is set to fall to 17% in 2020. However, the lack of a decline in revenues cannot be interpreted as evidence that cuts to corporation tax have not reduced them.
There have been a number of offsetting factors (listed below).
Two new taxes on banks -the bank levy and an 8% surcharge on banks' profits -have been used to boost receipts from the financial sector, which were much higher prerecession than currently. • There have been policy changes that increase revenues, including measures to reduce avoidance; more on this below.
• There have been restrictions on losses that bring revenues forward. A 50% cap was placed on the share of banks' profits that could be offset using carried-forward losses from April 2015. In April 2016, this was tightened to 25% and a 50% cap added for all non-bank companies. These measures -for which there is no good economic rationale -acted to boost revenues over the near term from 2015-16 but to reduce them slightly over the longer term.
• Growth in incorporation has boosted corporation tax receipts but reduced receipts overall (because incomes generated by individuals working for their own business are taxed more lightly than employment income 5 ).
• Weak investment post Brexit is forecast to boost receipts in the short run because it is expected that firms will make less use of tax-deductible capital allowances. There has also been a boost to the profits (and therefore tax payments) of life assurance companies, which have seen a post-referendum increase in bond prices. However, the Office for Budget Responsibility (OBR) expects receipts to be depressed going forward as a result of financial company profits growing more slowly, in part due to post-referendum uncertainty.
Corporation tax rate cuts cost at least £16.5 billion a year in the near term
Based on official policy costings, cutting the main rate from 28% to 20%, the small profits rate from 21% to 20% and the (newly) combined rate from 20% to 17% costs £16.5 billion each year in 2017-18 terms. Caution is required with these figures. Official policy costings reflect the best estimate of the policy cost when the policy was announced. They do not necessarily reflect the actual realised cost of a policy, or even the latest best estimate of its cost. There are three main reasons for this:
1. If profits turn out to be higher/lower than expected, cutting corporation tax will be more/less expensive than forecast. For example, the cost of cutting the rate from 28% to 24% was higher when estimated in 2011 than when originally costed in 2010. This suggests that £16.5 billion is likely to be an underestimate of the current annual cost.
2. The cost of policies may not be fully realised within the forecast horizon. For example, the cut to 24% in 2014 was announced and costed in Budget 2010. The full cost would not have fully materialised by the end of the forecast horizon (at that point 2014-15).
3. Official policy costings consider the direct effect of cutting corporation tax and account for some behavioural responses. They do not account for any wider long-run effects on the economy. With corporation tax cuts, these are likely to be beneficial: we expect some of the cost of lower corporation tax rates to be recouped through higher investment and economic growth (see below). This suggests £16.5 billion is likely to be an overestimate of the long-run cost. Tax increases and anti-avoidance bring net giveaway down to £12.4 billion Table 1 shows the cost of all corporation tax policies since 2010; the same caveats about original policy costings highlighted above apply here. In both parliaments, cuts to corporation tax rates have been the biggest giveaway. There are two reasons why rate cuts are more expensive per percentage point since 2015. Most importantly, cuts now apply to all companies (there is no longer a small profits rate). In addition, profits forecasts are higher in recent years, which increases the estimated cost of cuts.
Anti-avoidance measures have been the main way revenues have been raised. Since 2015, these include measures announced following the OECD Base Erosion and Profit Shifting (BEPS) project -an international effort to foster consensus on how to reduce avoidance.
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The most significant measure is a restriction on interest deductibility. The revenue gain from these policies is especially difficult to estimate. A 2016 OBR evaluation of a number of anti-avoidance measures concluded that there were 'more under-performing measures than over-performing ones' and that the 'costings have, on average, underestimated the amount of time that it would take before a measure becomes fully effective'. This calculation suggests that the cost of rate cuts (or, conversely, the amount that could be raised by reversing them) is higher than the £16.5 billion cited above. This illustrates that the exact cost of corporation tax changes is sensitive to when the calculation is carried out, not least because it is heavily dependent on forecast profits: corporation tax cuts are cheaper when profits are depressed.
However, £19.7 billion should also be seen as an upper bound on how much revenue will be forgone from rate cuts (or on how much could be raised by reversing them). This is because HMRC's forecast cost of how much would be raised from a 1 percentage point rate rise embeds assumptions about how firms would respond to a tax increase. It is reasonable to expect that at higher tax rates, an increase in the rate would lead to a larger reduction in investment and make it more likely that firms would move their activities offshore. These factors would mean that revenue gains would be lower as the tax rate increased.
It is also important to remember that, as highlighted above, official policy costings do not take account of the long-run effect of tax rate changes. In the same way that we would expect rate cuts to be less costly in the medium to long run because lower rates boost investment, we would expect rate increases to be more expensive because they reduce investment which, over time, would translate into the UK having a smaller capital stock. 8 See www.gov.uk/government/statistics/direct-effects-of-illustrative-tax-changes. 9 We assume that: the rate is increased from 17% to 20% for all companies (revenue: £2.348bn×3 = £7.0bn); a small profits rate is reintroduced at 21% (0.3712×£2.348bn×1 = £0.9bn); and the main rate is increased to 28% (0.6288×£2.348bn×8 = £11.8bn). The share of revenue raised from the main rate (63%) versus the small profits rate (37%) is an estimate based on policy costs in the last two years in which both rates were in operation.
Long-run cost of rate cuts may be substantially less depending on how the economy responds
Cutting corporation tax rates can cost less than official policy costings suggest if they lead to a higher level of economic activity, including higher investment. Similarly, rate increases can raise less revenue in the long run if they depress economic activity. It is not possible to provide accurate estimates of how large these effects are likely to be. However, there is some evidence that the effects may be substantial.
In 2013, HMRC published a so-called 'dynamic costing' of cuts to the main rate and small profits rate announced up until that point (not including changes to the tax base).
10 This aimed to capture more of the potential behavioural responses, including through changes in investment, and to consider the general equilibrium effects -that is, the effects on the rest of the economy, including through higher employment and consumption (and therefore higher income and indirect taxes) -when the distortions created by corporation tax are reduced. The resulting estimates suggest that within 20 years, 45-60% of lost corporation tax receipts would be recouped through higher receipts resulting from increased economic activity. If correct, then the actual cost of cuts to the corporation tax rate would be substantially below £16.5 billion in the medium to long run.
The HMRC analysis followed techniques developed in the academic literature and attempted to make reasonable assumptions. There is, however, necessarily a high degree of uncertainty around the precise estimates. This is because creating a policy cost that accounts for all effects, on all agents in the economy, is impossible and estimating an approximation to the full effects requires a number of modelling simplifications and assumptions (e.g. how responsive investment is to tax and the extent to which firms substitute between capital and labour). In practice, this is a difficult exercise and the models will be a very long way from being perfect.
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In addition, in any estimate of long-run effects, it will matter how the government makes up for the revenue shortfall from rate cuts (or spends the revenue from rate increases). The decisions over whether to increase borrowing, or cut spending (and, if so, which spending to cut), or increase other taxes will also have dynamic effects that affect the size of the economy over the long run. The HMRC estimate makes no allowance for this.
In summary, we would expect that some of the revenue costs of rate cuts will be recaptured through higher investment, but we cannot say whether 45-60% of receipts will be recouped or even how much confidence we should have around the figures. This could be an overestimate (underestimate) if, for example, investment is less (more) responsive to tax than assumed or if wages rise by less (more) than expected.
The UK now has a competitive rate ...
The UK now has the lowest headline corporation tax rate in the G7 and the second-lowest rate in the EU15 (Figure 4) . Cuts to the main rate have made the UK corporation tax regime more competitive. 
. but still has an uncompetitive base
Compared with other countries, the UK has a much less competitive tax base, largely due to a particularly ungenerous set of capital allowances. That is, the UK allows a smaller share of capital expenditure to be deducted from revenues each year. The annual investment allowance (AIA) is an exception to this -it allows 100% of most plant and machinery costs up to £200,000 to be deducted from revenues in year 1. Therefore, the UK base is uncompetitive for investments not covered by the AIA. This can be seen by comparing the effective marginal tax rate (EMTR) across countries ( Figure 5 ). This measure shows the tax rate for an investment that just breaks even (meaning it just covers its investment costs) and incorporates the effect of capital allowances. The UK EMTR will fall when the rate is cut to 17% but remain above a number of EU countries. 
Corporation tax is ultimately paid by people
Under current plans, corporation tax receipts are set to form a smaller, and possibly decreasing, proportion of receipts in the future. This is not necessarily a concern. It has long been recognised that corporate income taxes can distort incentives in a number of harmful ways, and they are thought to have a particularly damaging effect on economic growth.
12 Corporate tax is top of an OECD ranking of the most damaging types of tax.
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One concern may be over the distributional consequences of lower corporation taxes. Corporation tax can reduce the return to company shareholders (e.g. through lower dividends). This will affect not only individuals with direct holdings but also those with private pensions since most pension funds will be at least somewhat invested in UK corporate equities (i.e. shares). However, an important feature of corporation tax is that the ultimate burden is not necessarily entirely borne by company shareholders. It can be borne by workers. In short, if firms decide to respond to higher corporation tax rates by doing less investment in the UK, that leaves UK employees with fewer job opportunities and lower average wages. Evidence suggests that, because capital tends to be much more mobile than workers, a significant share of the burden of corporation tax tends to get shifted to labour. 14 Corporation tax can also be borne by consumers if firms respond by increasing the prices they charge. Overall, because of these factors, the distributional impact of a cut to corporation tax is not clear. In addition, what matters for welfare is the distributional consequences of the whole tax and benefit system, not any individual part of it.
